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Reagii viay Ask Japan to Kestrict
Machine-Tool Shipments to U.S.

Said Weighing Use of Quotas Based on National Security

H‘e:)ident

¢ By Stuart Auerbach |
, Washingten Post Raft Writer
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“The very foundstion ot our na-
ﬁpp'alneanityndmomicwen-

President Reagan. There is a “se-
rious threat to the national security
posed by our grawing dependence
on imports for high-technology de-
fense-eensitive machinery,” they

Commerce Secretary Malcolm
Baldrige, who two years ago this
week recommended that sharp lim-
its be placed on imports of machine
tools on national-security grounds,
is pressing for the voluntary re-
straints on Japanese imports.

His original proposal, which nev-
er went to the full cabinet, was far
stronger. It called for banning 90
percent of all imports, and effec-
tively would have eliminated Jap-

|
:

ized products that they do not com-
pete directly with U.S. products.

Japanese newspapers are speculat-
ing that inistry of Internation-

K
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anese products from the United
- States

That recommendation ran into
sharp opposition from free-trade ad-
vocates within the administration,
who sought to bury the issue by

| keeping it from a presidential de-
© Cision,

dehymg a resalution of the industry
P Unde by Rep. Bar

r questioning ep. Bar-
bara B. Kennelly (D-Conn.) at a
House Ways and Means Committee
hearing last month, Yeutter said,
".l‘rue to form, the National Secu-
rity Council bas not yet given me a
date [for a meeting on machine
.ul:lols]. and I cannot defend that at

“But I can be a little more opti-
mi_stic than that because | really
think we will do this within the next
two to three weeks. I think we are
finally nearing the conclusion of this

" process, which has been indefen-

sively procrastinated.”
He was scheduled to meet last
veek.with the president’s national

sure what the NSC will recommend
to the president. “It’s still up in the
air,” said one administration official.

In the three years since the Na-
tiona! Machine Tool Builders As-
sociation filed its petition for import
restraints, sales of foreign machine
tools have increased steadily, going
from 26.4 percent of the U.S. mar-

ket in 1982 to about 43 percent last

year, -

The value of Japanese imports
tripled in the same period, jumping
from $535 million in 1982 to about
$1.5 billion last year.
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U.S. Dependence on Japan

For Parts Worries Pentagon

By Michael Schrage

Washmgton Post Staff Writer

America's most  sophisticated
weapons are rapidly becoming de-
pendent on components imported
from Japan—a development that
has touched off debate inside the
Pentagon over what, if anything,
should be done about it.

Defense industry sources are
particularly concerned about the
Strategic Defense Initiative—or
“Star Wars”—system, where Jap-
anese high-technology companies
now outstrip U.S. defense contrac-
tors in several key technologies vi-
tal to the development of such a
system. .

While U.S. companies are able to
do most of the SDI systems design
work, the cheapest and most reli-
able hardware—ranging from la-
Sers to new materials—is produced

by the Japanese. For example, the
Japanese have become the world’s
dominant supplier of computer
memory chips—a key element in
many electronics-based weapons
systems,

“It’s a matter of fact that the Jap-
anese have taken the technical lead
in many of these key technologies

" said Hewlett-Packard Co.’s
materials research laboratory direc-
tor, Robert Burmeister, who serves
on a National Academy of Science
panel on electronic components.

“Japan todav has the technology
base to be a major supplier to the
SDL,” said Richard Reynolds, direc-
tor of the defense sciences otfice at
the Defense Advanced Research
Proiects Agency, who added that
thie Pentagon now can buy advancgd
technology from Japan not yet avail-
able from U.S. suppliers.

“In some cases,” he said, “you either buy from
Japan or you don’t get it.”

This has raised serious policy concerns over
whether the Pentagon should dramatically shore
up this nation’s high-tech manufacturing base—
potentially a very expensive undertaking—or
whgther it simply should buy the best technology
at e best price from a close ally.

Ahree high-level commissions are examining
thg military’s growing reliance on overseas elec-
tramics: a newly formed Defense Sciences Board
Tg}k Force on Semiconductor Dependency; a

| of the Pentagon’s joint logistics command-
ge and a National Academy of Science Elec-
trgnics Components Committee, which is expect-
ed to release a report next month asserting that
“there is a very large and increasing dependence
on Japanese components.” :

*There’s no doubt that—because of cost and
quality considerations—many defense groups
are already buying from Japan,” said Harvey Na-
thanson, a Westinghouse research director who
leads an industry group pushing for increased
defense funding for electronics materials re-
search. “The question has got to be, is that good
for us in the long term? A lot of the technologists
are more concerned about the Japanese ascen-
dancy. The ‘equipment at the best price’ pro-
curement types aren’t worried.”

Largely through its strength in commercial
electronics, Japan has rapidly become a strategic
supplier of defense technologies to the Pentagon.
Pentagon expenditures for defense electronics
approach $56.5 billion a year, according to the
Electronics Industries Association.

The Nakasone government in Japan has been
encouraging the transfer of the country’s ad-
vanced electronics to the U.S. military, and top
Pentagon officials have welcomed increased par-
ticipation by the Japanese.

“The change in the electronics has been the
most striking and significant in the past few
years,” said Jacques S. Gansler, a deputy assist-
ant secretary of Defense for material acquisition
during the Ford administration and now a de-
fense industry consultant.

Currently, there are no good estimates on
what percentage of defense electronics compon-
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ents are produced overseas. However, House
Armed Services subcommittee staff feels that
roughly 80 percent of the military’s silicon chips
are manufactured in Asia.

Meaningful estimates of Japanese content of
U.S. defense electronics are further complicated
because U.S. contractors do not always have to
disclose where the components for their elec-
tronics systems were originally made.

“There’s no question that what the [Pentagon)|
needs to do is recognize the ‘dual economy’ that
exists in the defense industry,” asserted Gansler,
who serves on the National Academy of Science
panel. “We have large prime contractors provid-
ing systems, and we don't pay attention to the
lower tier [of contractors] on which these Svs-
tems are dependent. So we have this awkward
system where the lower tiers are disappearing
and going offshore; their significance isn’t rec-
ognized.

“While we focus so much of our resources on
the prime-contractor level, the real advances [in
technology| often come from these parts and
components.”

In addition to volume supply, Japanese com-
panies recently have begun to provide “critical”
components for such weapons systems as mis-
siles and electronic-warfare devices, according
to Pentagon and industry officials.

Exacerbating that situation is the fact that, in
some areas, Japanese companies have become
the sole providers of high-quality, low-cost key
electronics materials after winning price wars
with American companies, '

After Monsanto Co. dropped out of the market
three years ago, for example, the United States
no longer has a domestic supplier of “float-zone”
silicon—a special kind of silicon used in fabricat-
ing high-power electronic switching devices that
would be indispensable for space-based weapon-
ry. Japanese companies are the key U.S. defense
suppliers.

Japan’s dominance in the computer memory-
chip market means that “we are captive of the
Japanese in this commodity,” said former assist-
ant Defense secretary Robert Cooper, “but
that’s no worse than saying our Navy is captive
to the supply of foreign oil.”

Japanese companies also enjoy significant cost,
quality and technical advantages in the produc-
tion of gallium arsenide computer chips—chips
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capable of processing data far faster than con-
ventional silicon chips. The Defense Department
has publicly identified gallium arsenide as a crit-
ical technology for the SDI. Japan provides the
bulk of the Pentagon’s gallium arsenide, accord-
ing to defense electronics sources.

According to former Defense undersecretary
of engineering Richard Delauer, Japan also
leads the United States in computer-chip pack-
aging and fiber-optic technology.

Consequently, key U.S. electronics defense
supplier§ are pushing the Pentagon to invest
more heavily in domestic suppliers and to reex-
amine procurement policies. They argue that the
United States already is being hurt technolog-
ically by its dependence on Japanese high-tech-
nology materials.

“Even now, the Japanese are preselecting the
quality of the silicon they ship,” said Westing-
house’s Nathanson, “In some Westinghouse
plants, we're finding it difficult to get the [more
advanced] silicon wafers [for power device pro-
duction]. They themselves are now using higher-
order material than they’re willing to ship us.”

However, Nathanson concedes, and several
defense industry sources confirm, that prime
U.S. defense contractors are becoming more re-
liant on Japanese companies to do the actual pro-
duction work for systems components because of
potentially superior manufacturing and price per-
formance.

“This trend towards ‘teaming up’ with the Jap-
anese is going to continue,” asserts former De-
fense undersecretary William J. Perry.

That poses potentially awkward procurement
situations for the SDI because leading advocates

such as Assistant Secretary of Defense Richard |

N. Perle and SDI program director Gen. James
Abrahamson have assured that the program will
seek low-cost suppliers.

“We’re trying to get the best technology at the
lowest cost,” said Perle, who added that he ex-
pects Japan to participate in the SDI.

However, most technology experts agree that,
if the Pentagon is serious about obtaining the
best high technologies at the most reasonable
cost, most of the component production will be
done offshore bv Japanese high-technology con-
cerns—unless there are specific policies de-
signed to minimize foreign involvement.
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